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KEY ECONOMIC INDICATORS ~ NIGERIA 


AREA 923,768 sq. km. (356,669 sq. mi.) 
POPULATION 112 million 
1988 
DOMESTIC ECONOMY 1985 1986 1987 (e) Projections 
(in millions of naira) 


GDP (current prices) 72,000 76,000 105, 000 140,000 
GDP per capita (current) 700 700 950 1,200 
GDP (constant prices) 
Annual percentage change 1.1% -3.2% -2.5% 4.0% 
(1977/78 factor cost) 26,170 25,330 24,700 25,700 
of which: 
Agriculture 6,900 7,055 6,400 7,000 
Petroleum 4,860 4,755 4,400 4,600 
Wholesale and Retail 
Trade 4,330 4,120 4,300 4,500 
Manufacturing 3,030 2,830 3,000 3,150 


Exchange Rate ($/naira) 

(average for year) 

Inflation 

Labor Force (only current best-guess figures available): 36 million 
(68% in agriculture & 12% in industry) 

Unemployment N.A. N.A. 

Govt. oper 


deficit as % of GDP 


(in millions of $) 
127570 6,780 
12,200 6,400 
Imports (F.O.B.) 8,280 6,740 
Trade balance 4,290 40 
Current account balance 310 -3 ,550 
Foreign debt (year end) 18,000 19,900 
debt service ratio 
as % of exports 
of goods & services 36.9% 28.9% 
Foreign exchange 
reserves (gross) 1,700 880 


U.S.- NIGERIAN TRADE (in rillions of $) 


U.S. Exports 

to Nigeria (F.A.S.) 652 
U.S. Imports 

from Nigeria (C.I.F.) 3,108 
U.S. share: 

Nigerian exports 18.0% 

Nigerian imports 


Sources: Central Bank of Nigeria, Federal Office of Statistics, Ministry of 
Finance, World Bank, International Monetary Fund, U.S. Department of Commerce 
(U.S.-Nigeria Trade Data), and (e) U.S. Embassy estimates. 





SUMMARY 


The year 1987 marked Nigeria's first full year under the 
Structural Adjustment Program (SAP), announced in June 1986. 
As part 

of the SAP's implementation, the government introduced the 
Second-Tier Foreign Exchange Market, abolished export controls 
and the import licensing regime, eliminated ex-factory price 
controls, terminated the operations of commodity marketing 
boards, deregulated interest rates, revised the import tariff 
schedule, and reduced government subsidies. The adjustment 
process is far from complete, but certain sectors of the 
economy have begun to respond to the changed economic 
environment. A major continuing problem, however, is the 
foreign exchange situation, exacerbated by a heavy debt service 
burden, high import requirements, and relatively weak 
international oil prices. The rescheduling of external debts 
negotiated with official and commercial creditors in late 1986 
provided some relief in 1986 and 1987 but inflows of new money 
have been much less than expected, in part due to delays in 
implementation of the agreements. 


In January 1988, the government announced that the economy grew 
by 1.2 percent in 1987. This conclusion was based on 
incomplete data, and the Embassy's own estimate is that the 
economy contracted in 1987, by perhaps 2.5 percent. Receipts 
from Nigeria's principal foreign exchange-earning sector, 
petroleum, fell and agriculture suffered from adverse weather 
conditions during the growing season. However, the retooling 
forced by the SAP improved the overall economic environment. 
The local currency, the naira, dropped to a more realistic 
level, inflationary pressures were contained, non-oil exports 
grew significantly, and production and consumption followed 
less import-dependent patterns. Heavily import-dependent 
industries fared poorly but firms which use local inputs 
prospered. Capacity utilization in the manufacturing sector as 
a whole is reported to have increased in 1987. Access to 
foreign exchange, albeit at higher naira rates, enabled 
companies to purchase needed imports. Since the government's 
naira earnings from the sale of foreign exchange increased 
threefold with the devaluation, the government was able to 
reduce arrears owed to domestic contractors and back pay owed 
to workers, helping to inject liquidity into the economy. 


Efficient implementation of the government's reflationary 1988 
budget with its focus on capital spending will add to the 
country's productive base as well as increase employment in 
urban areas. However, the projected budget deficit, estimated 
at about 6 percent of GDP, could aggravate inflation and put 
pressure on the balance of payments. Agriculture, basic 
infrastructure, and small and medium-sized businesses will be 
the government's top priorities in 1988. 





PART A - CURRENT ECONOMIC SITUATION 


ECONOMIC BACKGROUND: Nigeria experienced an economic boom from 
1973 through 1981 thanks to rapid increases in the price of 
oil, Nigeria's principal export. The government launched 
massive spending programs with emphasis on infrastructure, 
education, public housing and state-owned, capital-intensive 
industries. Higher wages in the fast-growing cities triggered 
rural-urban migration which contributed to the decline of 
agricultural production. At the same time, the government 
allowed the naira to become greatly overvalued. The neglect of 
agriculture and the bloated currency encouraged the development 
of an import-intensive industrial sector, caused non-oil 
exports (composed largely of tree crops) to plummet, and led to 
large-scale imports of foodstuffs. 


In the early 1980s the fall in the price of oil, which in 
recent years has provided about 95 percent of foreign exchange 
earnings and 70 percent of government revenues, exposed the 
weaknesses of the Nigerian economy. By 1983, large current 
account deficits, sagging foreign investment, and a buildup of 
trade arrears aggravated Nigeria's external payments problems. 
Internally, a fiscal deficit that reached 12 percent of GDP 
forced extensive public sector borrowing and fueled inflation 


which reached 40 percent by 1984. Following a coup in December 
1983, the new military government addressed the deteriorating 
economic situation by slashing expenditures and instituting an 
import licensing system. However, conditions stagnated and in 
August 1985, General Babangida took power in a bloodless coup 
with a self-imposed mandate to restructure the economy. 


In June 1986, the President announced a bold and comprehensive 
program to reduce the country's dependence on oil, bring the 
fiscal deficit to a manageable level, achieve equilibrium in 
the balance of payments, and lay the basis for sustainable 
noninflationary growth. This Structural Adjustment Program 
(SAP) was characterized as a Nigerian solution that ensured 
continued Nigerian control over economic policy. 


THE STRUCTURAL ADJUSTMENT PROGRAM: The centerpiece of the SAP 
has been the Second-Tier Foreign Exchange Market (SFEM), in 
which the Central Bank of Nigeria (CBN) through February 1988 
had auctioned off to banks nearly $4.0 billion. Reliance on 
market forces to determine the exchange rate resulted in an 
immediate 67 percent depreciation of the naira. The official 
rate was used for debt service and government transactions 
until July 1987 when the government merged the two rates and 
SFEM became FEM (Foreign Exchange Market). In order to attract 
additional foreign exchange inflows from autonomous sources, an 
interbank market was authorized. The interbank rate is 
market-determined and dollars purchased in this market 
supplement the foreign exchange that the Central Bank is able 
to supply through the auction. 





The CBN changed the rules of SFEM/FEM several times during the 
first 6 months of 1987 in attempts to prevent an excessive 
devaluation of the naira and to allow more bidders access to 
foreign exchange. Because of the rule changes as well as the 
relatively frequent changes in the amount offered for sale by 
the Central Bank, the exchange rate fluctuated over a fairly 
wide range. However, since July 1987 auction rules have been 
unaltered. This consistency, plus the growing experience of 
bidding banks, helped to stabilize the exchange rate; in the 8 
months through February 1988, the naira appeared to have found 
a near- equilibrium point, and it generally stayed in the range 
of N4.0-4.3 to $1. In early 1988, the government directed 
parastatals to meet their foreign exchange requirements by 
purchasing from regular banking sources rather than depending 
on the Central Bank. This step is intended to force greater 
rationalization of spending programs in the public sector. 
Auction funding rose moderately in early 1988 to meet greater 
overall demand, particularly from the parastatals, but the 
funding level probably will need to be increased even more to 
prevent further sharp erosion in the value of the naira. 


As part of the Structural Adjustment Program, the government 
also abolished import licenses and export controls, terminated 
operations of the country's commodity boards, decontrolled 
ex-factory prices, sharply reduced the number of banned imports 
(although many food imports, including wheat, are banned), 
allowed non-oil exporters to retain 100 percent of their 
foreign exchange earnings, deregulated interest rates while 
retaining statutory limits on credit expansion and sectoral 
lending targets, and implemented a comprehensive revision of 
the import tariff schedule. In addition, under the SAP the 
government has addressed the issue of subsidies by raising 
domestic and international air fares, railway freight rates, 
petroleum product prices, and charges for international 
telecommunications services. The government has stated its 
intention of scrutinizing and perhaps reducing the subsidies on 
petroleum products, electricity and domestic telephone service, 
of improving foreign investment incentives, and beginning to 
privatize or commercialize state-owned entities. (See Part B - 
Investment. ) 


GROSS DOMESTIC PRODUCT: Real GDP is thought to have fallen 
slightly in 1987 as the effects of lower oil income and a poor 
harvest reverberated throughout the economy. Oil earnings, 
which account for only 16 percent of GDP but 95 percent of 
export earnings and 70 percent of government revenue, fell in 
1987 by about 7 percent. Average world oil prices were weak in 
1987, hovering between $16 and $18 a barrel, and Nigerian 
adherence to the OPEC production quota reduced export volumes. 
Agricultural production, which generates 28 percent of GDP, 
probably decreased by at least 10 percent due to adverse 
rainfall patterns. 





Manufacturing, 12 percent of GDP, rose an estimated 6 percent 
in 1987. Industries that source a large percentage of their 
inputs locally fared well under the changed economic 
environment. Firms in this category include food processing, 
textiles and clothing, building materials, and spare parts. 
However, industries that depend heavily on imported inputs 
struggled with threefold increases in the naira prices of raw 
materials, and many built up large inventories as consumers 
resisted higher prices. Some companies (such as vehicle- 
assembly manufacturers) operated at capacity levels as low as 5 
percent; others shut down completely. In 1988, GDP is expected 


to rise 4 percent as the economy benefits from structural 
changes. 


BALANCE OF PAYMENTS: Nigeria reached rescheduling agreements 
with its official and private external creditors in late 1986, 
temporarily averting a balance-of-payment crisis precipitated 
by a bulge in debt payments due in 1987 and 1988. Even with 
relief provided by the rescheduling, however, Nigeria has had 
difficulty paying unrescheduled trade arrears and amounts due 
on rescheduled debt. Assuming that Nigeria is successful in 
rescheduling 1988 and subsequent maturities, which is the 
government's stated intention, it will still face a significant 
financing gap in 1988. Foreign exchange availability this year 
will hinge on oil revenues, the willingness of Nigeria's 
creditors to agree to a new round of rescheduling, and the 
effect of the projected fiscal deficit. Increasing autonomous 
capital inflows from creditors, from repatriated capital, and 
from non-oil exporters will be needed to permit Nigeria to meet 
import requirements and external obligations. 


1988 BUDGET: In 1988, Nigeria hopes to stimulate economic 
growth through increased government spending financed by higher 
projected revenue and a larger deficit, and through a moderate 
relaxation of monetary and credit policies. Total 1988 revenue 
is estimated at N27.1 billion (21.1 percent above the N22.4 
billion in 1987). Of that amount, the central government will 
make transfers, largely to the states and local governments, of 
N11.4 billion, retaining N15.7 billion for its own account. 
Federal recurrent expenditure of N13.7 billion (up 27 percent 
from 1987), focuses on the repair and rehabilitation of 
existing infrastructure and increased remuneration for civil 
servants. Capital expenditure of N8.1 billion, (50 percent 
higher than in 1987), includes a N2.5 billion "reflationary 
fund." Agriculture and infrastructure projects receive 
priority in the budget, but manufacturing, especially 


agro-allied and small- and medium-sized industry is getting 
more attention. 





The 1988 budget assumes oil prices of $16 a barrel, and 
projects a deficit of N8.6 billion, which is about 6 percent of 
the estimated GDP. The recent downward trend in the price of 
oil, however, makes this assumption optimistic. Without very 
tight control of government expenditures and/or moves to 
increase revenues (e.g., by reducing government subsidies), the 
deficit could be even larger than now projected leading to 
intensified inflationary pressures. Debt service will remain 


close to 1987 percentage levels, about one quarter of export 
receipts. 


The government's goal of achieving a prudent reflation of the 
economy, without incurring high inflation and an untenable 
balance-of-payments deficit, also relies on a selective 
relaxation of monetary and credit policies. Money supply is 
targeted to expand by 12.5 percent in 1988, and the ceiling on 
growth in aggregate bank credit to the economy has been raised 
from 4.4 to 8 percent. In December 1987, the Central Bank 
lowered the rediscount rate from 15 to 12.75 percent. 


AGRICULTURE AND RURAL DEVELOPMENT: Agriculture is the corner- 
stone of the SAP and the key to Nigeria's near-term economic 
recovery. Nearly 65 percent of the population lives in rural 
areas. Nigeria must dramatically increase agricultural 
production to provide employment to the fast-growing population 
to reduce the foreign exchange drain from food imports, to have 
an exportable surplus of crops, and to provide raw materials to 
the fledgling industrial sector. The 1988 budget focuses on 
programs to improve feeder roads and other rural 
infrastructure, encourage on-farm storage, and provide 
extension services. In line with the SAP, direct production 
and marketing will be done largely by the private sector in 
cooperation with state governments and the Agricultural 
Development Projects funded by the World Bank. In addition, 
the number of river basin authorities was reduced to 11 and 
their role in direct production diminished. In January 1988, 
the President announced that a 1986 proposal to create a 
national grains reserve was being reexamined, and that storage 
was primarily the responsibility of the private sector. 


Since 1987, the government has been trying to set up a program 
to collect and publicize commodity prices to help farmers sell 
their crops at fair prices without excess profit-taking by 
middlemen. Loan guarantee and crop insurance programs also are 
being established or strengthened. The vacuum created by the 
dissolution in 1986 of the nation's six marketing boards posed 
some problems in the 1986/87 crop year; the new system which 
relies on private traders and federal and state quality 
inspection services seems to be in place and working. 





Bountiful harvests in 1985 and 1986 mitigated inflationary 
pressures created by the devaluation. In fact, in early 1987 
corn prices were so low that there was concern that farmers 
would reduce plantings in the next season. However, farm 
prices of some commodities closely linked to international 
markets (e.g., cocoa, cotton, and palm kernals) increased 
quickly, heightening incentives for many farmers. In addition, 
in an effort to boost cotton production, the government raised 
import duties on cotton to 60 percent. Due to erratic 
rainfall, food crop production in 1987 is thought to have 
declined by more than 10 percent and by 1988 prices had 
increased significantly, with corn, for example, wholesaling at 
three times the level of a year earlier. The poultry industry 
contracted as wheat bran supplies disappeared, corn and protein 
meal prices rose, and consumers lessened consumption of animal 
protein in favor of cheaper foodstuffs. In early 1988, to 
avoid shutting down, some feed millers and poultry producers 
began importing sorghum, one of the few grains that can still 
be imported. 


Abundant food supplies in 1986 and early 1987 may have 
encouraged the government to be overly optimistic on Nigeria's 
ability to be self-sufficient in food, as it extended import 
bans previously in effect on corn, rice, vegetable oil, and 
poultry to wheat (1987) and malt (1988). Flour mills imported 
massive amounts of wheat in 1986 and managed to run at a low 


level through much of 1987, but the industry largely closed 
down by 1988. Brewers built up stocks of malt prior to the ban 
and have begun to use increasing percentages of local grain 
with malt in beer manufacture. In January 1988, in an attempt 
to address the problem of food shortages and rising food 
prices, the government established an export ban on grains. 
However, increased price incentives for farmers are likely to 
stimulate a long-term trend of growth in the agricultural 
sector, particularly for small farmers growing export crops. 


LABOR: Nigeria has an estimated population of 112 million and 
a labor force of 35-40 million. Unemployment has increased 
considerably during the last several years, but reliable 
figures are difficult to obtain. Many private companies have 
cut the size of their work forces, and some have closed in the 
current economic restructuring. Nigeria's large public sector 
labor force continues to undergo cutbacks; however, civil 
service wages and benefits were increased substantially on 
January 1, 1988. First-job prospects for youths and university 
graduates remain bleak. 





POLITICAL FRAMEWORK: President Babangida presides over a 
29-member Armed Forces Ruling Council (AFRC) composed of senior 
Army, Air Force, and Navy officers and the Inspector General of 
Police. The AFRC is the nation's highest decision-making body 
and legislates by issuing decrees having the force of law. The 
President also presides over the 22-member Council of Ministers 
and the National Council of States, composed of the nation's 21 
military governors. The President has made self-reliance, 
social justice, and economic reconstruction the watchwords of 
his administration. He has restored freedom of the press and 
has committed his government to return to civilian rule by 
stages, completing the process by October 1, 1992. 


Structural adjustment is not exclusively an economic 
phenomenon, and the government is well aware of the political 
implications of asking the country to undergo the hardships 
resulting from the implementation of the SAP. Many Nigerians 
associate their reduced standard of living not with the 75 
percent fall in oil income during the last 7-8 years but rather 
with the SAP. Moreover, the government's policies, especially 
the decision to permit a drastic depreciation, have affected 
most severely the influential, urbanized middle and 
upper-classes. Nevertheless, most Nigerians recognize that 
fundamental changes, though painful, are necessary. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


INVESTMENT: Nigeria, with a relatively well-educated populace, 
has the largest labor pool and consuming market in Africa and 
offers many opportunities for foreign firms interested in 
establishing operations in Nigeria. The implementation of the 
Structural Adjustment Program has highlighted the necessity for 
Nigeria to review its policies on foreign investment. The SAP 
made an auspicious beginning in removing some of the barriers 
to investment and creating new incentives. These included the 
abolition of import controls (except for the maintenance of a 
list of 17 banned imports); permission for businesses to remit 
profits and dividends and expatriates to remit 75 percent of 
their salaries through the FEM; and a campaign to privatize or 
commercialize many of the nation's parastatals. 


Foreign investors must secure "approved status" from the 
Ministry of Finance to import foreign equity into Nigeria and 
to remit dividends. Foreign investors must also receive an 
expatriate quota from the Ministry of Internal Affairs which 
must be renewed annually. Foreign ownership is limited to 
40-60 percent, depending on the type of business activity. 
However, the government is expected in 1988 to liberalize the 
restrictions and permit, in certain cases, foreign ownership of 
up to 80 percent. Incentives are given to companies that 
source at least 50 percent of inputs locally and use labor- 
intensive methods of production. 
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The government is now preparing guidelines on the 
privatization/commercialization of selected parastatals and is 
revising the country's policies on foreign investment. The 
government has recently approved a "one-stop shopping center," 
to be called the Industrial Development Coordination Committee 
(IDCC), that will consolidate foreign investment procedures. 
The IDCC, which will be composed of representatives from all 
the ministries concerned with the regulation of foreign 
investment, will review and respond to foreign investment 
proposals within 3 months. 


In addition, the Overseas Private Investment Corporation (OPIC) 
has negotiated a streamlined procedure whereby OPIC can provide 
political risk insurance for U.S. investments. (Call OPIC at 
202-457-7068 for more information.) 


TRADE: The United States was Nigeria's third most important 
supplier, after Great Britain and West Germany, in 1985 and 
1986. However, during the first half of 1987 (full year 
figures are not available), the United States was overtaken by 
France and Japan. The imposition on January 1, 1987 of a ban 
on wheat imports largely explains the 27 percent drop in United 
States exports to Nigeria experienced in 1987. However, the 
decline in U.S. exports to Nigeria from $1.3 billion in 1982 to 
$295 million in 1987 is attributable not only to import bans 
but, probably of at least equal importance, to the dramatic 
fall in Nigerian imports forced by greatly reduced oil income. 
The U.S. is Nigeria's largest export market, and Nigeria is the 
fifth largest supplier of petroleum to the United States. U.S. 
imports from Nigeria, 99 percent crude petroleum, went from 
$7.2 billion in 1982 to $3.8 billion in 1987. The deficit in 
U.S. trade with Nigeria, which was as high as $6 billion in 
1982 was $3.5 billion in 1987. 


The ban on wheat imports, as noted above, eliminated our 
largest single market in Nigeria. In 1988, the government 
added barley and malt to the list of banned imports, excluding 
another large category of U.S. exports. (U.S. exports of 
barley and malt to Nigeria were worth $2.2 million in 1986 and 
reached $14.3 million in 1987.) Major U.S. exports to Nigeria 
in 1987 (excluding barley and malt) were mechanical shoveling 
and earth preparation equipment, polyethylene resins and other 
chemicals, aircraft, tallow, pumps for liquids, hair 
preparations, geophysical instruments, radio telegraphic and 
telephone equipment, digital CPUs and other digital machines, 
and elevators and hoisting machinery. 


The introduction of the Foreign Exchange Market has eased 
access to foreign exchange, but the sharp depreciation of the 
naira has increased the cost of imports. The government's 
tight monetary policy in 1987 also constrained demand but 
spending should pick up in the reflationary environment 
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provided by the 1988 budget. Consequently, the coming year 
should provide increased opportunities for U.S. exporters. The 
1988 budget is targeted to reflate the economy in vital sectors 
with special emphasis on the repair and rehabilitation of 
existing infrastructure. Large capital spending increases have 
also been budgeted for improving communications and public 
transportation, and new attention is being paid to 
environmental protection and technological research and 
development. States and local government authorities will 
receive larger allocations from the federal government, and 
rural development will be emphasized. 


The weakening of the dollar has made American products more 
competitive and Nigerians are increasingly seeking American- 
sourced inputs. The government has budgeted $3.9 billion for 
the foreign exchange market auctions, 77 percent more than the 
$2.2 billion sold in 1987. If Nigeria's foreign exchange 
revenue estimates are correct and the FEM funding targets are 
met, more foreign exchange will be available to Nigerian 
importers. The most promising area for U.S. trade is 
agro-business. There are, therefore, increased opportunities 
for the sale of agricultural machinery, storage facilities to 
protect the harvested crops, and food processing and packaging 
equipment. Another major component of the government's drive 
for food self-sufficiency is strengthening irrigation 
infrastructure. 


The states of Ohio and Michigan opened regional offices in 
Lagos in the last 2 years, recognizing Nigeria as the key 
market in Africa. In January 1988, the Overseas Private 
Investment Corporation and the U.S.-Nigerian Business Council 
cosponsored an investment mission. The U.S. and Foreign 
Commercial Service in Lagos and Kaduna has an active program to 
promote U.S. business interests in Nigeria. This program 
includes organizing the U.S. pavilion in the Lagos 
International Trade Fair held in November and the Kaduna 
International Trade Fair held in February. A commercial 
newsletter published by the Embassy, which provides information 
on new products available from American suppliers and American 
companies seeking local agents or distributors, is distributed 
to 2,500 key Nigerian business executives and government 
officials. Although most letters of credit are now opened on a 
cash-collateralized basis, the U.S. and Foreign Commercial 
Service advises U.S. exporters to make shipments to Nigeria 
only on the condition of an irrevocable letter of credit 
confirmed by a U.S. bank. 
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OPERATION OF THE FOREIGN EXCHANGE MARKET (FEM): Every 2 weeks, 


the Central Bank of Nigeria (CBN) auctions foreign exchange to 
commercial and merchant banks. The bidding session now 
functions on a "Dutch Auction" system in which successful 
bidders pay what they have bid. The banks that obtain foreign 
exchange then sell it to customers, who must pay what they 
offered the banks, plus a 1 percent margin. To buy foreign 
exchange from banks, customers must have a legitimate need for 
the funds, such as for importing goods or services. Further, 
they must complete Form "M" (Request to Purchase Foreign 
Exchange) and provide supporting documents (bills of lading, 
shipping and delivery receipts, customs payment and clearance 
documents). With FEM, foreign remittances and payments have 
been effected with little delay. 


The amount of foreign exchange that the CBN offers has varied 

from the program's inception, but for 1988 the government has 

budgeted $150 million every 2 weeks. However, funding for the 
first 2 months of 1988 did not exceed $120 million. A rate of 
around N4/$1 prevailed for most of 1987, and in February 1988 

was N4.3/$1. 


Nigerian banks are not limited to the dollars auctioned by the 
CBN. Since the foreign exchange sold through the FEM is 
insufficient to meet all legitimate needs, banks may also buy 
foreign exchange from other sources, such as export proceeds 
held by Nigerian companies in domiciliary accounts, or money 


repatriated from abroad. Banks are free to negotiate the rate 
for such purchases, and recently foreign exchange purchased 
through the interbank market has cost about 15 percent more 
than from the FEM auction. Money obtained in the FEM may not 
be used in the interbank market. 








